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1FARMERS HOME ADMINISTRATION
Comments submitted to the FmHA by the AICPA regarding provisions for planning and 
performing construction and other development, have resulted in changes to the 
final rule by the FmHA (see the 7/13/87 Fed. Reg., pp. 26139-40). The final rule 
concerns the FmHA’s development standards for single and multiple family housing. 
The FmHA rule had required, among other things, a CPA or LPA to provide 
unqualified opinions regarding the actual cost of construction projects; had 
required the auditor to state that the costs are necessary and reasonable; and had 
provided for a sample auditor's report. Modifications are being made to the FmHA 
final rule, according to the FmHA, to "more accurately reflect auditing standards 
issued by the American Institute of Certified Public Accountants." In addition, 
the FmHA notes in its correction notice that auditors are "required by their Code 
of Professional Ethics to issue reports in accordance with the reporting language 
contained in generally accepted auditing standards" and may not use other 
suggested formats "if those formats conflict with authoritative auditing 
literature." The effective date of the corrections is 8/12/87. For additional 
information after reviewing the notice, please contact Karen King at the FmHA at 
202/382-1620.
FEDERAL DEPOSIT INSURANCE CORPORATION
Amended guidelines published by the FDIC extend the capital forbearance program beyond 
agricultural and energy lenders to include any well-run bank experiencing 
financial difficulties due to underlying economic problems beyond the control of 
the bank's management (see the 7/13/87 Fed. Reg., pp. 26182-3). In addition, the 
FDIC notes that because problems in the agriculture and energy sectors are not 
expected to abate by the end of 1987, when access to the program was scheduled to 
expire, the FDIC will accept applications for two more years until 12/31/89. 
Banks will also now have until 1/1/95 to rebuild their capital. Fixed minimum 
capital to asset ratios have been eliminated in the amended guidelines and the 
FDIC also stated it will not issue a capital directive to take formal 
administrative action to enforce normal capital standards as long as bank 
management does not engage in "abusive, unsafe or unsound practices." Under the 
guidelines, a bank will be required to provide an acceptable plan for restoring 
capital and file annual progress reports regarding its capital plan. Banks that 
are now subject to administrative action may apply for a modification to that 
action if they meet the qualifications for the capital forbearance program. The 
FDIC has stated that its proposed changes are similar to changes to capital 
forbearance guidelines that are expected to be adopted soon by the Office of the 
Comptroller of the Currency. For further information after reviewing the notice, 
please contact George Masa at the FDIC at 202/898-6915.
SMALL BUSINESS ADMINISTRATION
Applications are being solicited for management and technical assistance services for 
eligible SBA clients under the SBA's 7( j) program (see the 7/10/87 Fed. Reg., pp. 
26118-9). In general, management and technical assistance includes, but is not 
limited to, those services which are provided to eligible businesses in the areas 
of business counseling, loan packaging and financial counseling. The services, 
according to the SBA, will be especially geared to small business concerns located 
in areas of high unemployment or low-income individuals and to 8(a) transitioning 
firms who have two years or less remaining on their Fixed Program Participation 
Term (FPPT). Priority will be given to, among others, accounting services, 
financial counseling, and business plan assistance. The projects are to begin in 
FY '88, subject to the availability of funds. Applications must be submitted by 
8/10/87, 3:00 p.m., local time at the appropriate SBA Regional Office. 
Applications may be obtained by contacting Bernita Kane at 202/653-5689 or Abigail 
Britt at 202/653-6581.
2TREASURY, DEPARTMENT OF
A simplified version of form 5500EZ, Annual Return of One-Participant Pension Benefit 
Plan, is now available, according to the IRS. The form is for individuals who 
have a pension plan only for themselves and their spouses and who either own a 
business or are partners in a business partnership. Qualifying taxpayers should 
use Forms 5500EZ for plan years beginning in 1986. The due date is the end of the 
seventh month after the plan year ends so the first filings are due on 7/31/87. 
According to the IRS, although plan owners received the new form by mail, some 
taxpayers receiving it may be exempt from filing while others may have to file a 
different form. The 5500EZ instructions define the plans that may not file the 
form, such as plans for businesses that are members of affiliated service groups 
or that lease employees. These groups must file Form 5500-C or 5500-R. Defined 
contribution pension benefit plans, such as money purchase, profit sharing and 
stock bonus plans, that meet certain requirements do not have to file annual 
information returns. The forms are available by calling the number listed in the 
directory for "Internal Revenue Service, Forms."
The Taxpayers' Bill of Rights and implementation of the Tax Reform Act of 1986 (TRA 
'86) were discussed by IRS Commissioner Lawrence B. Gibbs 7/9/87 in a speech to 
the National Association of Tax Administrators in Tulsa, OK. Regarding the 
Taxpayers' Bill of Rights, he said, "I...don't believe the solutions proposed by 
the present versions... appropriately address the problems they are intended to 
solve. The reason in my opinion, is that there has been insufficient attention 
given to the magnitude, causes—and often the complexity—of the problems which 
the bills address." Commissioner Gibbs also said he was concerned that sanctions 
in the proposed legislation "will only make matters worse and ultimately will 
result in a failure by the Service to collect taxes that are legitimately owed by 
noncompliant taxpayers." One provision of the legislation about which he 
expressed particular concern is the requirement that during an audit a Miranda- 
type warning be given to the taxpayer. Another provision would permit a person 
with a written power of attorney to be substituted for the taxpayer, regardless of 
whether that person has first-hand knowledge of the relevant business facts that 
may be related to the audit. Commissioner Gibbs said, "We believe that these 
provisions will hinder, not help, the quality, length and cost of tax audits." 
Regarding the IRS' efforts to implement TRA '86, the Commissioner said the 
traditional goals of providing forms and information to taxpayers, providing 
assistance with the filing of returns, processing returns, paying refunds in a 
timely fashion and aiming for quality in the compliance programs are still 
important. What is new, he said, is "our emphasis on articulating these goals and 
communicating them throughout our organization. We want everybody to know that we 
are defining our tax reform mission in terms of customer service." However, he 
acknowledged that because of the number of the changes and taxpayers involved that 
the IRS "simply can't do it all" and said that is why the development of a more 
highly visible, nationwide volunteer taxpayer assistance program involving 
practitioners, business owners, media representatives and political leaders is so 
important.
SPECIAL: TREADWAY COMMISSION MEMBERS TESTIFY AT HOUSE HEARING
"Fraudulent financial reporting is a serious problem. The system can and should be 
improved," concluded James C. Treadway, Jr., Chairman of the National Commission 
on Fraudulent Financial Reporting, in his 7/10/87 testimony before the House 
Energy and Commerce Committee's Oversight and Investigations Subcommittee in 
Washington, D.C. This hearing was described by Subcommittee Chairman Rep. John D. 
Dingell (D-MI) in a written statement as part of the Subcommittee's ongoing 
"inquiry into auditing and accounting practices under Federal securities laws." 
3In the statement, read by acting Subcommittee Chairman Rep. Ron Wyden (D-OR), 
Chairman Dingell praised the Commission's report as a "serious and significant 
step" towards achieving the Subcommittee’s goals. He additionally credited the 
Treadway Commission with "acknowledge[ing] that the present system needs 
improvement at every level to deal effectively with fraud." Mr. Treadway was 
accompanied at the hearing by the Commission's other five members. The Commission 
members were asked a series of questions covering a wide range of topics, 
including what they thought about the likelihood of implementing the Commission’s 
recommendations. Chairman Treadway responded that the very creation of the fraud 
commission was an indication that the accounting profession and others want to 
improve financial reporting and prevent financial fraud. Commission member Thomas 
Storrs added that there is an incentive for business managers and others to 
implement the reforms because they offer "good business practices." He noted, 
"Money spent on internal controls is money well spent." Chairman Treadway 
disagreed with Rep. Wyden's characterization of the 8-k system as one that "hasn't 
worked" and expressed concern about Rep. Wyden's proposal of a "straight forward 
system" where auditors "report to law enforcement." Mr. Treadway observed that 
such a system would place an auditor in an "adversarial relationship" with 
management. He stressed that a strong and independent audit committee would help 
the auditor when faced with fraud at the management level. The Subcommittee is 
expected to hold an additional hearing on the Treadway Commission's report later 
this week.
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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